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THE  present  railroad  situation 
was  characterized  as  a potential 
threat  to  the  entire  financial  and 
industrial  structure  of  the  nation  in 
testimony  presented  to  the  Interstate 
Commerce  Commission  by  W.  R.  Cole, 
president  of  the  Louisville  & Nashville  i 
Railroad  and  chairman  of  the  specia 
committee  of  presidents  representing  ( 
the  southern  railways. 

“The  relation  between  railroad  earn!  ji 
ings  and  fixed  charges  is  vital,”  testi-  ( 
fied  Mr.  Cole,  “and  controls  the  credit  [' 
standing  of  the  railroads.  In  1930  the  j 
earnings  of  the  railways  in  the  South-] 
ern  Region  were  only  1.35  times  their  \ 
fixed  charges.  When  we  consider  that 
the  statutes  of  some  of  our  states  pre-  j c 
scribe  as  a condition  of  the  eligibility  p 
of  a railroad  bond  for  investment  by  id 
savings  banks  a requirement  that  the  « 
earnings  of  the  railroad  whose  bonds  I 
are  being  considered  shall  not  be  less  s 
than  1.5  times  the  fixed  charges  for  five  I 
out  of  six  preceding  years,  including  the  j c 
year  immediately  preceding,  this  figure  t 
of  Southern  earnings  assumes  the  grav-ll 
est  significance.  With  the  present  enor- 
mous decrease  in  railroad  earnings  he-  i 
low  1930,  it  is  evident  that  the  availa-l 
bility  of  most  railroad  bonds  for  such  i 
investments  is  not  only  seriously  threat-} 
ened  but  will  certainly  be  destroyed  if  I 
some  way  is  not  found  to  improve  rail- 


way  earnings.  It  would  be  difficult  to 
overestimate  the  potential  threat  to  our 
entire  financial  and  industrial  fabric 
which  this  situation  discloses."’ 

Discussing  the  vital  necessity  of 
maintaining  adequate  railway  credit, 
Mr.  Cole  continued : 

“A  railroad  plant  can  never  be  a fin- 
ished project  if  the  railroads  are  to 
keep  step  with  the  pace  of  modern  civi- 
lization, and  it  is  surely  true  that  there 
will  be  a constant  need,  so  far  as  we 
can  now  foresee,  for  new  capital  to  en- 
] able  the  railroads  to  maintain  the  char- 
; acter  of  service  which  the  business  of 
r the  country  requires.  A railroad  is 
t absolutely  dependent  in  obtaining  new 
capital  upon  the  earning  power  of  the 
property,  and  earning  power  is  in  turn 
t dependent  upon  the  rate  level  and  the 
f volume  of  traffic.  The  inadequacy  of 
k the  present  rate  level  is  amply  demon- 
strated by  the  inability  of  the  railroads 
f to  earn  a fair  return  upon  an  unpre- 
le  cedented  volume  of  traffic  generally 
re  during  the  period  1926-1929,  inclusive, 
f In  the  present  emergency,  it  is  no  longer 
d a question  of  a fair  return,  but  of  a 
(,  return  sufficient  to  avoid  the  disaster 
a.  of  receiverships  in  the  case  of  many 
t railroads  and  the  maintenance  of  rea- 
it.  son  able  credit  on  the  part  of  all  of 
il  them.” 

il  Mr.  Cole  replied  directly  to  criti- 


cisms of  railway  management  which 
have  been  made  in  various  quarters. 

“The  statement  will  remain  unchal- 
lenged,” he  said,  “that,  regardless  of 
any  shortcomings  which  may  be  pointed 
out,  there  are  no  more  efficiently  oper- 
ated railroad  systems  in  existence  than 
those  in  the  United  States.  In  this  con- 
nection, I am  fully  aware  of  the  criti- 
cism which  is  directed  toward  so-called 
wasteful  competition  in  the  matter  of 
alleged  excessive  competing  passenger 
train  service,  fast  freight  service,  cir- 
cuitous hauls,  and  so  forth.  I do  not 
claim  that  the  rail  carriers  of  the  coun- 
try are  operated  in  a manner  in  every 
respect  heyond  criticism,  or  that  their 
accomplishments  are  perfect.  No  hu- 
man instrumentalities  with  which  I am 
familiar  can  make  this  claim.  I think, 
however,  that  it  is  a self-evident  fact, 
that  making  due  allowance  for  any 
criticism  which  may  be  directed  toward 
railroad  managements  with  respect  to 
any  elements  of  wasteful  competition 
that  may  exist,  the  sum  total  of  savings 
to  be  effected  through  a correction  of 
these  evils,  if  they  be  such,  would  rep- 
resent only  a relatively  small  saving 
and  would  increase  the  net  revenues  of 
the  railroads  only  to  a small  extent  as 
compared  with  the  magnitude  of  the 
emergency  with  which  they  are  at  pres- 
ent confronted.  It  is  fair  to  say  in 


this  connection  that  it  is  a matter  of 
some  doubt  in  my  mind  whether  the 
traveling  and  shipping  public  desires, 
or  would  submit  to,  the  suppression  of 
competition  which  fully  meeting  these 
criticisms  would  entail,  and  it  is  not 
inopportune  to  call  attention  to  the 
fact  that  our  regulatory  system  of  the 
railways  contemplates  the  maintenance 
of  a reasonable  amount  of  competition 
for  the  business  of  the  country. 

“Obviously  an  emergency  exists  in 
the  matter  of  the  revenues  of  the  rail- 
roads, and  this  emergency  exists  despite 
the  high  standard  of  efficiency  and 
economy  with  which  the  railroads  as  a 
whole  are  being  operated.  It  is  equally 
obvious  that  this  emergency  must  be 
met  through  an  increase  in  the  net  rev- 
enues of  the  railroads.  The  increase  of 
15  per  cent  in  freight  rates,  now  sought, 
is  believed  to  be  the  minimum  increase 
which  would  even  measurably  relieve 
the  present  emergency,  although  the 
level  of  rates  so  produced  would  fall 
far  short  of  yielding  a fair  return. 

“If  the  railroads  are  to  be  deprived 
of  a fair  return  during  periods  of  pros- 
perity on  the  ground  that  they  are  not 
confronted  with  any  emergency  requir- 
ing it,  and  likewise  are  to  be  deprived 
of  such  fair  return  during  periods  of 
depression  on  the  ground  that  general 
conditions  do  not  admit  of  it,  then  it 


is  obvious  that  at  no  time  can  they 
hope  to  receive  the  fair  return  on  their 
property  as  required  by  both  the  com- 
mon law  and  the  statute  law;  and  the 
rate-making  provisions  of  the  Trans- 
portation Act  become  an  empty  ges-’ 
ture.” 


